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Submission on the Proposal for Consultation : Review of t he National Gas 
Pipelines Access Regime and the Regulatory Impact Statement on Greenfield 

Incentives 

The AGL Petronas Consortium welcomes the opportunity to comment on the Proposal 
for Consultation on the Review of the National Gas Pipeline Access Regime. 

In the attached Submission, APe has concentrated its comments on the proposed 
incent ives for enhancing certainty for Greenfield proj ects . Of particular concern to APe 
is the possi ble impact of those incent ives on the proposed PNG Gas Pipeline. 

Although the complexity of the commerc ial and regu latory requ irements will increase 
wi th th e size and complexity of the proposed development, th e issues facing the PNG 
Gas Pipeline would be similar to t hose faced by all other future greenfield pipelines. 
The PNG Gas Pipeline is therefore a real case study of the pract ical va lue of t he 
proposed greenfi eld incentives. 

The prospect ive users of proposed gree nfield pipelines require t im ely and secure flows 
of energy, t o facili tate th is t he regulatory app rova l process must be both certai n and 
timely. APe submit that the ado pt ion of Option 4 of the Greenfields Incentives 
Regulatory Impact Sta tement achieves th is aim . 

If you have any queries please contact David Pring le on (02) 99 21 2405. 

Yours Sincerely , 

• 

David Pringle 
Proj ect Manager Regulation 
PNG-Qld Pipe line Project 
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The PNG Gas Pipeli ne Project 

The AGL Petronas Consortium (APe) successfu lly won a te nder run by the PNG gas 
producers in 1998 to bu ild a natural gas pipelin e f rom t he border of the PNG and 
Australian territoria l waters to market s in Austra lia. Access Principles we re developed 
from the 1998 tender that was conducted un der t he aus pices of t he Queens land 
Department of Mines and Energy and t he ACCC. These access principles prov ided 
APC with 20 years of regulatory certa inty. 

The development of the ma rket for PNG gas has ta ken cons ide rable t ime and the 
Queensland Government has adv ised t hat t he Access Prin cipl es developed from t he 
1998 tender lapsed in 2003 . 

In July 2005, the upstream owners of t he PN G resources adv ised the market t hat 
t here were sufficient conditional gas supply agreem ents to proceed to project 
sanction . Project sanction is scheduled fo r m id 2006. First gas de liver ies are requ ired 
by 2009 to satisfy demand in Town svill e and Glads to ne and t o supply customers 
throughout eastern Austra lia. 

The proposed pipe line route links across to Gove and ex tends down t he Queensland 
coast to Gladstone and ac ross to cent ra l Aust ra lia where it w ill lin k with t he Moomba­
Ade laide pipeline and t he Moomba-Sydn ey pip el ine. It w ill be more t han 3,800 km in 
length and cost aro und $3 bi ll ion. It wi ll result in a substa ntial interconnected gas 
transmission grid across eastern Austra lia increasing the secu rity of supply for 
Queensland, South Austra lia, ACT, NSW and Victor ia and prov ide competitively 
priced, high vo lume natu ral gas to eastern Aust ra lia. 

For the pipe line to be developed, APC requires reasonab le assurance over the 
regulatory outcome by project sanction t arg eted for May 2006 and absolute certainty 
by financia l close targeted for September. Proceed ing beyond fi nancia l close wi ll 
involve the commitment of around $5 billion , inc luding th e up st ream component . For 
investors to commit to t his expenditure, t hey must have certa inty t he project wou ld 
have the opportunity to ea rn a return comme nsu rate wi t h th e r isk involved. 

Due to the size, complexity and ri sk , t he f inanciers of th e PNG Gas Pipel ine will not 
proceed beyond f inancia l close w ithout a reso lu tion to t he regulatory uncertainty in 
re lation to proposed pipe li ne tariffs. 

Tim e Con straints 

APC is current ly carrying out th e Front End Engineeri ng and Desig n (FEED) Process at 
a cost of almost $70m. FEED is targeted for completion in April 2006 to provide hig h 
quality information fo r proj ect sanct ion. It is not unti l t his date that sufficient 
information (fi nalised rout e, pipe line size & com press ion, fo recast load and proj ected 
capita l and operating costs) wi ll be known for t he prepa ration of eithe r an access 
arrangement or an application fo r revocation of coverage . Actua l capital cost wi ll not 
be known until 2009. 

Project sanct ion, at which point both t he APC Pipeli ne Develope rs and t he upstream 
PNG Gas Producers wi ll commit in principle to an estima ted $5 bi llion of capita l 
expenditure is planned for May 2006. Foll ow ing proj ect sanction, f inal due diligence 
and financing arrangements wi ll be comple te d incurr ing mat er ial additional 



ex penditure. Final comm itment by all parties to incur th e full expe nditure will occur at 
fi nancial close targete d for September 2006 . 

Deta ils of the complex ity of th e project are set out in Append ix 1. The essence 
however is that th ere is a very short window of opportunity between the t ime when 
sufficien t deta il will be known t o prepare an application for coverage and/or an access 
arrange ment and t he t ime fo r final com mitment t o invest a forecast $5 billion . 

There is no possibili ty that either a decision on the present cove rage criteria (even 
assuming that the Code allowed for binding non-coverage rulings) or t he approva l of 
an access arra nge me nt could be fin alised in th is time. 

If financial close is materiall y delayed, then the deli very date comm itted to 
foundat ion customers can not be met. Custome rs crit ical to the success of the 
pipe line wi ll t hen pu rsue t heir own com me rcial interests and seek other sou rces of 
energy. 

Greenfield Incentives Proposed in the Consultation 

There are two measures proposed in th e Proposal for Consulta t ion to enhance 
regulatory certainty for greenfield projects. APC supports th e introdu ct ion of both 
measures. 

Measure 1, a Bindin g No Coverage Ruling would help allow unnecessary reg ulation to 
be avoided in some circumstances, but wit h its exp erience from developing t he PNG 
Gas Pipeline, APC doubts that th is measure alon e wo uld be of any practi cal benefi t to 
most new pipe line developments. 

The ti me taken to obtai n a cove rage ru ling means th at thi s measure (by itself) would 
be no practical bene f it to the PNG Gas Pipeline , or any future pipeline of similar size 
and complexity. 

The implementation of measu re 2, a Price Regulation Holiday wo uld give the PNG Gas 
Pipeline a reg ulatory outcome sim ilar t o that result ing from the lapsed 1998 t end er. 
The major va riation from that outcome is t hat pr ices would be free from regul atory 
intervent ion for 15 yea rs as opposed to t he 20 resulting from the tender. APC 
strong ly supports the in t roducti on of thi s measure . 

Of t he options discussed in the Greenfie ld Incenti ves Regul atory Impact Sta tement, 
Option 4, the combination of Measures 1 and 2 from the Proposal fo r Consultation 
would be of greatest assista nce to th e developers of new gree nfield pipeli nes. 
Measure 1 wo uld give a pipeline the capability t o ope rate in a competitive manner , 
prov ided it is able to pass th e coverage test . Thi s measure however is unl ikely to be 
of practical use to ma ny greenfield pipelines due to the crit ical short time period 
between project def inition and financial close. Measure 2 would give a pipe line 
regu latory certa inty ove r pri ces (w hich is crit ically important) without the full abil ity 
t o act competitively . Neither of th ese measures by them selves provid es a green f ield 
pipe line developer the "com plete package" 

APC therefore urges the MCE to proceed with Opt ion 4 from the Regu latory Impact 
Statement, which is to give a pipel ine developer th e right t o seek a pri ce regulat ion 
hol iday and then to su bsequent ly seek non -covera ge. 

Implementation of the Proposed Measures 

The adoption of Option 4 of the Greenf ie ld Incentive Regulatory Impact Stateme nt by 
the MCE wo uld be of great assistance t o the developers of greenfield pipelines, 
includi ng the PNG Gas Pipeline . However for th e proposed measures to be effective 
three add itional practical matters need to be addressed . 



First ly the detail s of the crite ria for qua lification for a pr ice regulat ion holid ay m ust be 
clear and concise so that a decision on qualification for a price regu lati on holiday can 
be made in a t ime ly fashion (say 28 days) . 

Secon dly the process for processing an app lication for a price regul ation holiday mu st 
be clea r and st raightforward. 

In appendi x 2, APC provides some sugge st ions fo r considerati on in developing the 
details of the greenfield cri te ria and the process of obtaining a rul ing on the 
greenfield cr iteria . 

Thirdly, if constructed, the PNG Gas Pipeline will the most sign ificant gas t ransm ission 
pipeline to be buil t in Aust ra lia both in te rms of size and its impact on com peti t ion in 
the Austra lian gas market . It would be ironic then if measures proposed to assist 
investment in greenfield gas t ransmission pipe lines were im plem ented too late t o be 
of any assista nce to the PNG Gas Pipelin e. 

Therefore APC urges t he MCE not onl y to introduce the proposed greenfield incent ives 
but also to expedite th eir introducti on to give pro spect ive financiers of the PNG Gas 
Pipeline reasonable assurance of the regul atory status of the pipeline by project 
sanction in May 200 6 and absolute certainty by financial close in Septem ber. 



Appendix 1 : Complexities and Time Constraints on t he PNG Gas 
Pipel ine 

Front End Eng ineer ing & Design ( FEED) 

The PNG Gas Pipeline is an integral part of the total PNG Gas Project that also 
involves upstream development in PNG . At financial close va rious parties will commit 
to a forecast $ 5 billan of capital expenditure. A number of enti ties will be requi red to 
commit to th is expenditure including the APe partners (AGL and Petronas) , the five 
partners in the upstream development and the financiers of both developmen ts . 

The FEED fo r both the pipeline and the upstream deve lopment is underwa y . Bringing 
together the FEED process is itself a compl icated exe rcise. The com plexity of th e 
process can be readily indicated by t he FEED costs· APC is spending around $70m, 
and the upstream participa nts around an add itional $100m. 

Issues that will be resolved in th is phase of th e pipel ine proj ect are : 
•	 Where is the gas and where are the customers ? 
•	 Wha t is the most efficient route for the pipeline - taki ng account of 

constructability, environ mental and land access issues? 
•	 What exist ing infrastructure can be used t o de liver gas to customers? 
•	 How large to cons truct various segments of the pipeline? 
•	 Can all requ isite lice nsing, environmental , nati ve ti tl e, land tenu re and technical 

approval s be obta ined? 
•	 How much com pression is to be used and when and whe re will th e compressors 

be installed? 
•	 How will capacity be expanded over t ime? 
•	 What is the estimated capi tal and operati ng cost? 

Prolonged uncertainty ove r the project will inevitably lead to repeated re-engineering. 
Each va riation in projecte d market generates new scenarios for each of the above 
va riables. 

An exa mple of the inter- relat ionships of the project is the consequences of a change 
in project ed load leading to, for exa mple, a change in the route or th e size of the 
pipeline. Thi s has flow on effects as t o : 
•	 Where and when the Hnepipe can be acquired and at what cost? 
•	 How the linepipe is t ransported and at what cost ? - the larger the pipeline the 

more it we ighs and th e harder it is to t ransport 
•	 How quickly it can be welded? - the larger the pipe the slower the welding rate 
•	 How qulcklv constructi on teams can move and accordingly the rate and cost of 

construction? 
•	 A change in engi neering design or route means const ruct ion plans wi ll need t o be 

readd ressed and re-costed 
•	 Licensing approv als and land access need to be re-adressed. 

It is ex pected the FEED process will be completed at the end of March or in early April 
2006 . It is not unt il t hat stage that the key issues such as th ose listed above will be 
known wi th confidence. As a consequence it would not be possible to prepare any 
application for coverage or a proposed access arrangem ent until April 2006. 

Time Imperative of Foundation Customers 

Foundation customers of the PNG Gas Pipe line will com mit to take large quantities of 
gas fo r a period of twenty years from date of " fi rst gas" in 2009 . It is expecte d that 
foundation contracts will represent a significant proportion of total pipeline 
throughput and without adequate foundation load the pipeline wi ll not proceed . 



f oundati on custome rs however require that gas supplies will commence from th e 
targ et date. A delay in f inancial close (such as that necessa ry to seek a coverage 
decision ) would delay the date of first gas deliveries and customers cri tica l to the 
success of the pipel ine would then pursue their own commercial int erests and seek 
other sources of energy . 

construction Complexity 

Althoug h the pipeline parameters are yet to be determined, the pipeline is ex pecte d 
to extend over 3,8 00 km f rom PNG to centra l Australia, with latera ls to Gladstone and 
th e Northern Territory. Much of the pipe line will be const ructed in the far north of 
Australia where the weather patterns are such that it is on ly possib le to construct 
during "weather windows" provided by the dry seaso ns. A six-month delay in th e 
com me nceme nt of const ruct ion could well result in a twelve-month de lay in the 
com plet ion of const ruct ion, due to the intervention of the wet and cyc lone seasons . 

Apart from th e weat her, a construction project of t his size is a complicated logist ical 
exe rcise. APC will be procuring ove r half a m ill ion to ns of steel, wh ich then needs to 
be pr otective ly coated and shipped to Austra lia (fo r imported stee l) or otherw ise 
coated and transported domest ically. Deta iled procurement cont racts from multiple 
ve ndors will be required . Procurement contracts wi ll reflect market pr ices for steel 
and foreign exchange rates will need to be appropriately hedged . 

Mill production schedules will be integrated with t he expected const ruct ion schedules 
Shipping transport bookings wi ll be integ rated with the mill production schedules and 
th e requi red deli very dates to the construction site itself . Insurance arrangements will 
refl ect th e above . 

Moving pipeline from the receiving port to construction rig ht of way is a major 
exe rcise in itself. APC need s to move ove r half a million tonnes of steel acro ss 
inhospi tabl e territory. In some cases APC will need t o bu ild roads and bridges and 
augment port and rail infrastructu re in order to de live r the pipeline to sit e. All of thi s 
civ il engineer ing wo rk will be planned and costed around the expected engineering 
and const ruction program and weather windows. 

No such proj ect has a spare 6 months or so to wait for regulatory cter ttv . anything 
like thi s am ount of time wil l place the project under seve re st ress. Any greenfields 
regulatory incentive must to be capab le of giv ing certa inty with in around a single 
calenda r month . Prolonged delay immediately puts pressure on commercial contracts, 
const ruct ion schedules, procurement and logistical planni ng, all of which are 
inte rre late d. 

Project Sanction and Financial Close 

In ord er to meet the target date fo r first gas in 2009, APC and the PNG upstream 
partners are targeting project sanct ion in May 2006 foll owed by financia l close in 
Septe m ber. 

At proj ect sanct ion both the APC Pipeline developers and the upstream PNG Gas 
Produ cers will com mit in princip le to an estimated $5 bil lion of capita l exp enditure. 
following project sanct ion, due dilige nce will be carried out with a fi nal commitment 
by all parties to incur the expenditure at financial close. 

One of th e pr erequi sites for the project to proceed beyond project sanct ion and 
financial close is th e requirement for certa inty as to the ability of the pipeline to set 
market based tariffs, in the spirit of the outcome of the 1998 com petiti ve tender. 



Appendix 2 : Considerations in developing the details of the greenfield 
criteria and the process of obtaining a ruling on the greenfield criteria 

Use of the Term "Markel" 

The te rm " market " should be avo ided in developing the greenf ield criteria . 
Com pet it ion law connotat ions accompany the te rm " ma rket", which suggest that a 
deta iled and t ime-consuming evaluat ion wou ld be necessary if " market" we re used as 
part of the greenfields crite ria. (eg When cove rage of the EGP was being conside red 
t here was lengthy deba te over whether the whole of sout h easte rn Aust ralia 
const ituted a ma rket or could it be broken into sma ller sections). 

An alternative app roac h may be to use a term such as "significant load-centre", and 
then define th e term , havin g regard t o the object ives of the pri ce regul ati on holiday 
proposal. For example, a "signif icant load-centre" could comprise either connect ion to 
a distribution system or another site where there is significant consumpt ion of natural 
gas. 

It is understood th at the prop osal concern s significa nt load cent res direct ly connected 
to the relevant pipeli ne. APC understands th at should the PNG Gas Pipelin e connect 
to Moomb a, then Moom ba wo uld not be defined as a significant load-centre, j ust a 
transporta t ion hu b for signif icant load cent res such as Sydney (or the area cove red 
by AGL NSW Distribution syste m) and Adelaide (or the area cove red by the Envest ra 
SA Distribution system ) . The definition of a " load centre" would need t o address th is 
issue. 

Failure of Relevant Minister to decide an application within 28 days 

The Propo sal curr ently provid es for th e Relevant Mini ster to reach a decision on 
declaration within 28 days of th e making of an applicat ion. There is no discussion of 
wha t wou ld occu r if t he Releva nt Mini ster did not make a decision eit her way for 
wha tever reason. I n order to provid e comme rcial certainty concern ing the 
timeframes, APC submit that th e proposa l should include a provision that a fa ilure t o 
decide is a deem ed dec larat ion. 

Consequences of Subsequent Changes in Circumstance 

For the greenfields investm ent regime t o be cert ain, th e assessment as t o whether 
the pipeline is granted a regul atory holid ay should be made in response to an 
applicat ion by the pipeline owner on th e circumstances at th e time of th e appl ication, 
The reg ulatory status of th e pipeline should not be lost as a result of a subsequent 
changed circumsta nce such as a change in market forecasts or pipeline ow nersh ip . 

For example, if a merger of pipeline operators were pot entiall y to rem ove th e 
independence of one pipeline from another, that issue would be fully addressed 
th roug h sect ion 50 of the Trade Practices Act. 

Independen ce 

APC is not convinced t hat there is a sound poli cy reaso n for the inclusion of the 
independence aspect of the proposed greenfie ld crite ria. APC subm it com mon 
ow nership should not be a probl em so long as th ere is prop er rin g fencin g, sim ilar t o 
the existing ringfencing requ irem ents bet ween a Service Provider and Related 
Businesses. 

If a not ion of independ ence is to be includ ed however, it is important th at the 
greenf ie lds criteria are capable of obj ect ive and timely assessment but are not so 
rig id as to prevent parti cular corporate st ructures. APC submit if there is to be a 



requirement for independence included in the greenfie ld cr iteria, then the most 
appropriate balance wou ld be to provid e that : 

•	 the Minister must be satisfied that the capacity on the two relevant 
pipelines is marketed independen tly and th at confidential information is 
only used for the purposes intended; and 

•	 where the parties marketing capacity are not Related Bodies Corporate (as 
that term is defined in section 50 of the Corporations Act), the parties shall 
conclusively be taken to be independent of each other for the purposes of 
the criterion. 

Evidence 

It is important in determin ing the applicability of the proposed crite rion "c" (o r any 
sim ilar criterio n) that it is clea r what ev idence or materi al is sufficient to satisfy the 
criterion. For instance, with respect to whether or not th e proposed 30% threshold is 
sat isfied the Service Provider may not be in a positi on t o conclusively establish 
whether its customers are in fact using the capacity they purchase for on-haul age. It 
should be sufficient for th e Serv ice Prov ider to dem onst rate that the estimates are 
the Service Provider's reasonable estimates using the informati on avai lable to the 
Service Provider. 


